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AST spring and summer there was much discussion of the Federal government’s budget, 
marked by keen interest on the part of the public and a real grass roots demand for reduc- 
tion of government spending. It would appear that a good many people have learned that mere 


protest against burdensome taxation is getting 
us nowhere—that the only way to reduce taxes, 
while avoiding the even worse evils of inflation 
is by reducing government expenditures. This 
was something new to our experience, and 
most encouraging. 


But what do we have to show for it? The mid-year 
estimate of expenditures in the Federal budget for 





billion in the first post-war decade. War taxes were 
promptly reduced. Post-war expenditures were kept 
well below revenues, so that in 11 years the gross 
national debt was brought down from its war maxi- 
mum of $26% billion to $16 billion, a reduction of 
nearly two-fifths of the debt, at the rate of nearly a 
billion dollars a year. Here we have a picture of what 
we used to regard as normal post-war adjustment. 


1958 (including the major 
trust funds) is nearly $83 bil- 
lion, four billion more than 
the actual expenditures in 
1957. If under unusually fa- 
vorable conditions this is the 
best we can do, then some 
more fundamental attack 
would seem to be indicated. 


Prerequisite to such attack 
is recognition of the revolu- 
tionary change in the Federal 
government’s fiscal situation 
which has taken place within 
the past generation. 


The termination of World 

War I brought a reduction of 

Federal expenditures from the 
war-time peak of $1814 bil- 

fa lion to an average of $3%4 


This Issue in Brief 


Stepped up national defense spending 
makes this the time for drastic action to 
curb Federal expenditures in other areas, 
says the author of this article, one of the 
nation’s most respected economists. 

Professor Fairchild says such expendi- 
tures can be reduced by more than $10 
billion annually without limiting any es- 
sential function of the Federal govern- 
ment. Such a saving would not only cover 
added defense costs, but would make pos- 
sible substantial reductions in confiscatory 
tax levels and the dangerously high na- 
tional debt. 

He calls for vigorous and courageous 
action to strip the Federal government of 
a myriad of functions that have been added 
within the past generation and that have 
helped bring about a revolution in the 
government’s fiscal situation. He offers a 
basic set of principles to determine which 
programs should be dropped. 





Now let us consider the cor- 
responding record of World 
War II. During this war, ex- 
penditures rose from some 
$9% billion to a peak of $100 
billion. A decline to $35 bil- 
lion in 1948 was reversed by 
the Korean conflict. Since 
1955 expenditures have been 
rising to the present figure in 
the 1958 budget of $83 billion 
(including the major trust 
funds). This is only $17 bil- 
lion below the war-time peak. 


Prior to World War II taxes 
were running at the level of 
$5'% billion a year. They rose 
to a war-time peak of $42% 
billion in 1945. They dropped 
slightly during the next five 
years. Thereafter they in- 
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creased, till in 1957 the tax take was $77 billion, 80 
percent greater than was collected at the war peak. 


However, expenditures have exceeded even this 
unprecedented level of taxation, and deficits have been 
incurred in seven of the 12 years since 1945. The gross 
national debt rose from $43 billion in 1940 to a 
war-time peak of $279 billion in 1946. Today it is 
pressing hard on the present legal limit of $275 
billion. 


Here is the picture of fundamental change in our 
Federal government’s finances. Our last war has not 
been followed by the “normal peacetime” adjustment. 
Instead we see, in the present period of “peace”, 
Federal expenditures only slightly below the war- 
time level, Federal taxes actually 80 percent higher, 
and the national debt, not in process of being paid 
off, but on the increase. 


It may be that we shall never again experience the 
old-fashioned post-war era of peace. Defense costs 
can no longer be regarded as emergency expenditures. 
So far as we can now foresee, they are probably 
destined to remain high. 


This does not mean that there is no room for care- 
ful cutting of costs. There is plenty of evidence of 
waste and extravagance in the spending of the De- 
partment of Defense; witness for a single example the 
competition and duplication of effort among the three 
arms of the military service. And in view of present 
demands for speeding up our missile-satellite program, 
we should not forget that to reach our goal it is not 
enough merely to spend a lot more money. 


Moreover, the responsibility for present high and 
increasing expenditures by no means rests on defense 
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alone. In 1957, defense costs, in which I include 
“international affairs and finance’, accounted for 55 
percent of total expenditures, and non-defense ex- 
penditures, 45 percent. In the three years 1953-1956 
defense expenditures actually declined by $10 billion 
while non-defense expenditures were increased about 
$5 billion. 


It is in the non-defense part of the budget that the 
real opportunity for saving lies, and I would suggest 
three basic principles which should guide us. 


Basic Principles Determine Essential Functions 


Government is necessary; it has certain functions 
which the individuals cannot so well perform for 
themselves. But by the same token, government should 
be limited to these functions. No government should 
be authorized to do for the people those things which 
the people can equally well do for themselves. 


The second principle is that, in the American con- 
cept, the government is created by the people, and 
the ideal government is that which best expresses the 
will of the people. The closer the government is to 
the people, the easier it is for them to express their 
will and to see that government carries it out. It fol- 
lows that every function assigned to government 
should be performed at the lowest practicable level. 


The third principle has to do with the sovereignty 
of the American states. Our government is not a 
democracy in the strict sense. It is a republic, with 
sovereign government at two levels; the national gov- 
ernment, limited to those functions delegated to it 
by the states in the Constitution; the states the residual 
holders of sovereign power. 


This division of sovereignty and separation of 
powers was conceived by our founding fathers as 
one of the means to preserve the liberties of the people 
from an over-powerful government. By the Revolu- 
tion they had acquired their freedom from a tyrannical 
English government, and they did not propose to lose 
it to the new government of their own creation. The 
soundness of their judgment has been amply demon- 
strated by experience. We need to be on our guard 
lest our Federal government’s expenditures and tax 


exactions weaken and eventually destroy the sov-— 


ereignty of our states. 


In applying these basic principles to the problem 
of the Federal government’s non-defense expendi- 
tures, the reader should be warned that this will mean 
a radical departure from prevailing attacks upon 








heavy government spending. Most of the recent dis- 
cussion }i; gone on the theory that cuts must not be 
applied to government projects authorized by Con- 
gress. But this is the very place where cuts must be 
made if we are to accomplish anything. Here are some 
of the more important areas where that could be done. 


The Federal government is in the lending business 
to an extent that fairly staggers the imagination. The 
total of the government’s outstanding direct loans and 
guaranteed and insured loans as estimated for 1958 
is $85 billion. 


According to the basic principles which I have 
suggested, lending money has no place among the 
essential functions of the government of a free nation. 
Government has no source of loanable funds except 
what it takes by force from the people, through taxa- 
tion, or obtains by first going itself into debt. The 
capital funds of a free people are loaned more equi- 
tably and more economically by their private owners, 
and we have banks, insurance companies, and other 
investment agencies well equipped to do the job. 


Production of electric power has become one of 
the major functions of the Federal government. In 
the period from 1925 to 1956 the government’s share 
of electric energy production climbed from less than 
one-fifth of one percent to over 14 percent of total 
United States production. 


The character of the federal government’s power 
business may be shown by the record of the Tennessee 
Valley Authority. TVA was inaugurated in 1933 as a 
“river development”, with flood control and naviga- 
tion as its primary objective; incidental electric power 
generated at the dams was to be sold to residents of 
the area. However, with the progress of time, produc- 
tion of electric power has steadily increased, until 
today four-fifths of TVA’s investment is devoted to 
the electric power business, and nearly three-fourths 
of the power is produced by steam plants. 


TVA has obtained its capital from money appropri- 
ated out of the United States Treasury and retained 
earnings from the sale of power. The amount of these 
appropriations on June 30, 1956, was just under $14 
billion, of which only $145 million had been repaid 
to the Treasury. No interest has been paid to the 
government on this money. Such unpaid interest had 
amounted to $357 million by June 30, 1956. 


TVA is moreover exempt from all taxes to Federal, 
state, and local governments. “In lieu” of state and 
local taxes, it makes certain payments which, in pro- 
portion to gross plant investment, are only one-tenth 
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of what private electric companies pay in state and 
local taxes. 


By charging rates below cost and below what pri- 
vate companies can offer, TVA renders a valuable 
subsidy to the people in its territory; in short, they 
are getting their electricity at about half price, and 
the nation’s taxpayers are making up the difference, 
about $90 million a year. 


If TVA were sold to the public, a gross favoritism: 
would be removed, the United States government 
would be relieved of the annual direct cost of over 
$19 million and of making further appropriations for 
its power business, and the nation’s taxpayers would 
be the gainers on account of the taxes which the pri- 
vate owners would then pay. 


Some Functions Favor Special Groups 


The largest of all the government aids to special 
domestic groups is the veterans’ program, which calls 
for almost $5 billion in the 1958 budget, $188 million 
more than is presently estimated for 1957. This item 
has been consistently over $4 billion a year in the 
last five years. 


Of the $3 billion for compensation and pensions, 
more than $1 billion will be paid to veterans and 
veterans’ families for disabilities and deaths not re- 
sulting from military service. Most striking is the rec- 
ord of hospitals and medical care. On November 30, 
1955, for example, only 36% percent of Veterans 
Administration patients in hospitals were being treated 
for service connected disabilities. 


No one wants the nation to be niggardly in caring 
for all veterans who suffered disability in military 
service or for the dependents of those who were killed 
in service. But it does not seem that that obligation 
should include those whose disabilities were not in- 
curred in the service. 


The government has become involved in a gigantic 
program of aid to farmers, the principal means being 
the raising of prices of agricultural products. Under 
this price support program the government has ac- 
quired vast quantities of agricultural products, partly 
by direct purchase, partly through receipt of farm 
products pledged as security for loans. 


In spite of the “soil bank” program adopted in 
1956, the government’s inventory of products pur- 
chased had grown to $5% billion on May 31, 1957, 
and there was also $2 billion in products pledged to 
secure loans. It is to be expected that most of these 
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will eventually be added to the inventory, making a 
total little if any less than $7% billion. 


The cost to the government of the agricultural aid 
program has been enormous. The budget for 1958 
contains $5 billion for “agriculture and agricultural 
resources”, $431 million greater than in 1957, and 
$113 million more than in 1956, the previous record 
year. 


In the operation of this plan to raise agricultural 
prices, the government imposes a heavy burden of 
taxation on all the people and in addition compels 
them to pay higher prices than necessary for food 
and other necessities of life. Such action is no part 
of the necessary functions of the government of a 
free-economy nation. 


Public assistance is a field, traditionally belonging 
to the states and the local governments, which the 
Federal government began invading in the 1930's. 
The program includes old age assistance, aid to the 
blind, aid to dependent children, and aid to the totally 
and permanently disabled. 


During recent years the cost has been steadily 
increasing, from $1,332 million in 1953 to $1,750 
million in the 1958 budget. Nearly all these expendi- 
tures are in the form of grants-in-aid to the states. 


We have here a clear case of a government function 
which properly belongs to local government. Both 
administration and financing should be kept as close 
as possible to the people, who know local needs as 
a central government bureau never can. 


The initial highway grant program was started in 
1916. With the Highway Act of 1956, the Federal 
government has undertaken a long-term program of 
increased assistance to the states, which is expected 
to provide (1) nearly $25 billion over 13 years for a 
mainly Federal-financed interstate system linking the 
principal cities, and (2) $12 billion for the primary, 
nea, and urban system on a fifty-fifty matching 

asis. 


It may be proper for the Federal government to 
exercise some advisory function over state highway 
construction in order to promote national unification. 
Otherwise all this represents a major expansion of 
a function which properly belongs to our states. 


Public education has been in the hands of the 
American states and their local subdivisions from the 
beginning. In recent years the Federal government 
has been gradually edging into this field. The 1958 
budget calls for $533 million, of which $447 million 
is for grants-in-aid. Considerable pressure is now 
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being exerted to expand greatly the Federal contribu- 
tion for school construction over a number of years 
in the future. 


This is a function which in our American set-up is 
not appropriate to the Federal government. The state 
and local governments have spent and are spending 
huge sums on their educational systems. They will 
continue to do a better job, at less cost, if they 
finance their own education and keep themselves free 
from the interferences and controls which would 
almost certainly come in the train of large Federal 
grants. 


These are some of the more important examples 
of expenditures incurred by our Federal government 
for projects which I believe it should never have 
undertaken or should have kept within narrow limits. 
There are many others, such as housing subsidies, 
calling for $362 million in the 1958 budget; aids to 
water transportation, in the budget for $420 million; 
administration of the unemployment compensation 
system; and very many items in the public works 
budget. Then there is the postal deficit, a subsidy to 
users of mail service other than the first class, esti- 
mated at $657 million in the 1958 budget. 


Exact figures showing the total reduction in govern- 
ment expenditures which might result from adoption 
of these suggestions could be obtained only from a 
thorough-going audit of the budget, a task obviously 
beyond my resources. But from the facts here pre- 
sented, I think savings well over $10 billion can 
readily be seen. This is without taking account of 
whatever capital funds might be recovered through 
sale of the $17 billion of the government’s direct 
loans receivable, or the billions invested in TVA and 
other power producing plants. 


I believe there is ample evidence to show that, with 
the will of the Congress and the support of the Ad- 
ministration, and with the assistance of the Budget 
Bureau, tremendous savings are possible, which, with- 
out limiting any essential function of the Federal gov- 
ernment, would provide a really significant reduction 
in government expenditures and make possible a sub- 
stantial cut in taxes. 


In conclusion, I recognize that some of these sug- 
gestions may be regarded as pretty drastic. That they 
are, I freely admit. But I would point out that the 
legislation which brought us to our present state was 
drastic, and that action to reverse it will likewise 
have to be drastic. We have seen the futility of the 
more timid approach. The time has come for a 
courageous and vigorous attack. 
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